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ABSTRACT 



This report summarizes trend data on borrowing by students 
and parents to pay for college, and reports on a 1995 national survey of 
undergraduate students and their parents concerning student loan debt. 
Analysis of data from the National Postsecondary Student Aid Study found that 
there was an explosion in college borrowing in the 1990s ; borrowing increased 
at a rate nearly three times that of college costs and four times that of 
personal incomes; college debt increased fastest for students at public 
colleges and universities . The survey indicated that students and families 
feel great anxiety about the burdens that student loans place on lifestyles, 
careers, and educational objectives; student loan debt is a very serious 
problem for a significant number of students and families; students and 
families have accepted borrowing to pay for college as a major aspect of 
their overall debt patterns; and the economic value of higher education 
remains a strong motivating factor for students and families. The report 
concludes that American families feel "locked in" to the American dream of a 
college education, which they see not as optional but as essential. The 
survey is included. (DB) 
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EXECUTIVE 

SUMMARY 



Borrowing by students and parents to pay for college has been one of the most commonly 
discussed and debated issues of national policy 1 over the last two decades. Concerns 
about steadily increasing borrowing levels, which began to occur in the late 1970s, have 
prompted a variety of policy proposals to ease the burden of college borrowing. Despite 
efforts to simplify and streamline student loan repayment, public knowledge about who 
borrows,, how much is borrowed, and what students and their families think about borrow- 
ing is very limited. Much of what people know and think about student borrowing is framed 
by media reports, college student guides, and word-of-mouth. But how accurate those 
impressions are is virtually unknown. 

f ' _ * ’ ‘ . 

To assess the current status of borrowing to pay for college on a national level, The Educa- 
tion Resources Institute (TERI) of Boston, in cooperation withThe Institute for Higher Edu- 
cation Policy in Washington, DC, has prepared this comprehensive summary report. Our 
report seeks to add to public knowledge about college borrowing in several distinct ways. 
First, we present the most recent data available on national college borrowing trends. The 
analysis in this report focuses on borrowing trends in the 1990s, and includes the most 
current estimates of 1 995 borrowing levels and projections of total borrowing by the end of 
the decade. Data on the characteristics of those taking out student loans also comprise an 
important component of this analysis; . 

We also offer the results of a nationally representative survey of undergraduate students 
and families who borrow to pay for college. The survey, conducted in July of 1995, was 
designed to assess the impact of student loan debt on family attitudes about college, major 
financial decisions, and the possible future ramifications of debt burden. This survey pro- 
vides a snapshot of student and family views about college debt and paying for college. 

Profiles of student and family borrowers complete this package of information on college 
loan debt. These borrowers, who all currently have loans through TERI to pay for their 
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education were interviewed at length to further illustrate how borrowing impacts American 
families ip their pursuit of postsecondary education. 

The combination of national data, survey responses, and profiles presents for the first time 
a complete picture of the situation facing students and famiiies--both now and in the near 
future-as they attempt to finance what has become one of the most important, and most 
expensive, pieces of the American Dream: a college education. The overall findings sug- 
gest that while borrowing for college has exploded in the last five years, families are torn 
between their need to borrow and the burdens that these loans place on their present and 
future. • • ;• • . .•.> ••' • ■ .. '• • . 

National Student Loan Data 

■ Our analysis of national data on borrowing revealed that.changes in the federal student, 
loan programs have had a dramatic impact on borrowing for college, the study found that: 

There has been an explosion in college borrowing in the 1 990s. 

In the 1 990s, American college students have borrowed as much as the amount borrowed 
in the 1960s, 1970s, and 1980s combined. This explosion in borrowing means that col- 
lege students have borrowed over $100 billion in just six fiscal years. Even more astound-- 
: ing is that the majority of that increase took place in . 1.993 and 1994, when borrowing in- 
creased a total of 57 percent from 1 992, Much of this increase is the result of hew borrow- 
ing by students through the unsubsidized Stafford loan component of the Federal Family 
Education Loan (FFEL) program, which allows all students to borrow regardless of need. 
In 1 995, students and parents are expected to borrow almost $23 billion in Federal Family 
Education Loans, including subsidized and unsubsidized Stafford loans and Parent Loans 
for Undergraduate Students' (PLUS), and will borrow an additional $1 billion in Federal 
Direct Student Loans (FDSL). . , " < 

Borrowing is increasing at a rate nearly three times as fast as college costs and four 
times as fast as personal incomes. 

Between 1990 and '1994, borrowing grew by an average of. 22 percent annually. During 
' that same time period, costs of attendance (tuition, fees, room, and board) at public institu- 
tions increased . by an average of 6.6 percent per year, and at private institutions by an 
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, average of 7.3 percent. Borrowing also has significantly outpaced growth in incomes. 

. Disposable personal income per capita from 1990 to 1994 increased by only 4.7 percent 
per year. ■ . 

If borrowing continues at current rates, by the year 2000 families will be borrowing 
$50 billion annually. - - ' • 

Based on the experience of loan borrowers in the 1 990s, annual student loan borrowing will 
jump from $23 billion in 1 995 to $50 billion by the year 2000. This doubling in just five years 
means that student loan borrowing by Americans would be on par with current individual . 
expenditures for health insurance ($39.5 billion in 1994). ./>'■; 

Parents are borrowing record amounts to help their children pay for college. 

In 1 992, Congress changed the law so that parents, regardbsS of their ability to repay, are 
not restricted in the amount that they can borrow. Parent borrowing through the federal 
PLUS program will have grown from less than $1 billion in 1990 to $1.6 billion in 1995. 
The data indicate that the number of parent bans awarded has remained steady or de- 
clined over this time period, suggesting that parents who borrow are taking out ever-higher 
amounts to assist their children with college financing/ ’ '■ 

Characteristics of Borrowers: 1990 and 1993 : 

Our analyses of the most recent data from the National Postsecondary Student Aid Study 
(NPSAS) indicate that cumulative borrowing levels for several groups of students increased, 
significantly from 1990 to 1993. NPSAS data indicate that: 

College debt is increasing fastest for students at public colleges and universities. 

'• From 1990 to 1993, the average debt for undergraduates at public four-year institutions 
increased by a total of 13 percent, while the average debt for students attending private 
four-year institutions grew by only 2 percent overall. Given that total costs of attendance 
for students at public four-year institutions rose by about 19 percent over that time period, 
this suggests that the majority of the increase in costs at public four-year institutions was 
. covered by student loans. 
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Students who often have the highest need, including older students, part-timers, and 
minorities, are increasing their debt levels at faster rates than other students. 

From 1990 to 1993, full-time undergraduates saw their borrowing increase by an average 
of 8 percent. Part-time students experienced a much higher 17 percent jump over this time 
period. Traditional college age students--1 8-24 year-olds-saw their debt levels rise by 4 
percent, while 25-34 year-olds experienced a 20 percent increase, and 35-44 year-old 
students experienced a 29 percent increase. Debt, for white students rose 9 percent be- 
tween 1990 and 1993 but jumped byl 9 percent for non-white students. 

Student and Family Attitudes about Borrowing: A National Survey 

The nationally representative survey of undergraduate college students arid families asked 
a variety of questions concerning college costs, student indebtedness, family ability to pay 
for college, and future concerns about debt burdens, The survey, which has a margin of 
error of +/- 5 percent, revealed several important findings: 

Students and families feel great anxiety about the burdens that student loans place on 
their lifestyle, career, and educational objectives. 

Sixty-two percent of respondents said they anticipate having to forego major purchases or 
spending because of the costs of college, and 66 percent believe that buying a home is 
unlikely shortly after graduation. Similarly, 68 percent said that they consider student loans 
“necessary yet they are a major financial hardship on my household.” Further, when asked 
if total household debt, including student loan debt, is manageable or a hardship, one 
quarter of respondents-24 percent-cited their overall debt as a hardship. At the same 
time, an overwhelming 97 percent ranked a college educatiori as very important, indicat- 
ing that families see college as an essential goal that must be met despite the costs. 

The rising cost of college combined with additional loan debt will cause hardships for 
students and families. 

An overwhelming 87 percent of respondents said that the cost of college is rising at a rate 
that will soon put a college education out of the reach of most people. Fifty-two percent 
reported that “any additional debt or major expense in the near future would pose a serious 
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financial risk for my household.” Over half of all respondents, 55 percent, said an additional 
student loan would make their. debt burden somewhat or much more of , a hardship. 

Student loan debt is a very serious problem for a significant number of students 
and families. ’ 

Nineteen percent of respondents said student loans are or will represent the highest 
portion of their household debt. Twenty percent of. respondents said the prospect of in- 
creasing debt has caused students to consider leaving school; 17 percent stated.that the 
prospect of increasing debt has caused them to consider reducing their, course load. 
Twelve percent of respondents cited student loans as being more than 75 percent of their 
household debt. Seventeen percent reported that their monthly student loan payments 
are higher than their monthly payments for a mortgage or rent. 

Students and families have accepted borrowing to pay for college as a major aspect 
of their overall debt patterns. 

. When asked to rank the most necessary reasons to take out any kind of loan, equal 
percentages of respondents cited buying a home (42 percent) and paying for college (42 
percent) as the most necessary reason to take out a loan. Only 6 percent cited purchasing 
a car as the most necessary reason to take out a loan. 

The economic value of higher education remains a strong motivating factor for stu- 
dents and families. 

When asked whether or not a good job was. likely from a college education, 83 percent 
said it was likely. And when asked to predict the single most likely outcome of a college 
education, 67 percent cited a good job. 

Conclusion 

The findings presented in this report indicate that we are at a crossroads in the financing 
of higher education. Record levels of borrowing that have been reached in the 1990s are 
projected to continue, yet national survey data indicate a public that is willing to shoulder 
the burdens of student loan debt because a college education is so important. 
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Our national survey shows Americans “locked in” to. the American Dream of a college 
education. Despite signs that they are at or near their financial limits, they see college 
education not as an optional purchase or debt, but as an essential goal. Many American 
families say college financing is a “major hardship” to them now, and indicate great anxiety 
about their future and any additional debt or expense. 

We are also seeing increases in borrowing levels for specific categories of students. Bor- 
rowing for students at public colleges and universities is rising at higher rates than at pri- 
vate institutions. There also has been a marked increase in the borrowing levels of non- . •• .. 
traditional and minority students. • ' . . ' 

This, report raises critical questions. With borrowing levels projected to more than double 
in the next five years, and with Americans near their debt limits now, will increased debt 
pressures push them beyond their limits? Or will higher education and the financing struc- 
tures adapt?.The well-being and even the economic Survival of the American family may . 

' rest on whether -these questions are satisfactorily answered. ' . •’ ; ■; - 






INTRODUCTION 



In a society where it has become all too common to take on debt in order to finance a 
consumer lifestyle, borrowing for higher education, once a limited practice for. students, and 
families, is becoming one of the dominant pieces in the portrait of American family debt. 
With the rising cost of college and an ever-increasing reliance on student loans to finance 
higher education, the trends of the last few years are important indicators of what the future 
holds for college debt and the American family. 

Significant changes have taken place over the past few years in the federal student loan 
programs, which provide the vast majority of the loans taken out by students and parents. . 
The 1992 reauthorization of the Higher Education Act dramatically altered these programs. 
Changes in need analyses, eligibility, and program structure have increased both the num- 
ber of borrowers and their loan amounts. As a result, borrowing to pay for.pollege has 
skyrocketed, leading to higher debt loads for most.students and families. 



Borrowing by students and families to pay for college has been a frequent issue in the 
discussion and debate of national student aid policy. Concerns about steadily increasing 
borrowing rates, which began in the late 1970s, have prompted a variety of policy propos- 
als to ease the burden of college borrowing. Many of the recent proposals have focused 
on offering students alternative repayment options that are more flexible than the current 
plans. These options, such as increasing loan forgiveness opportunities or linking pay- 
ments to the borrower’s post-college income, aim to make repayment; more user-friendly. 



But despite these efforts to simplify and ease student loan repayment; public knowledge 
about borrowing for college and the operation of federal student loan programs remains 
limited, based on incomplete, and possibly inaccurate, information. Much of the public’s 
understanding of.college borrowing is framed by media reports, student guides to college, 
and word-of-mouth. How accurate those impressions are is virtually unknown. . 



Several studies have been conducted over the last decade in an attempt to analyze the 
issues of college borrowing and student loan debt. These studies have indicated that, in 
general, average debt levels for students are still relatively low, and only a small segment 
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of students appear to have trouble repaying their student loans. While these previous 
studies have provided useful information on tracking average debt amounts and determin- 
ing the post-graduation earnings and behavior of borrowers, they have been hampered by 
several important limitations. \ •' 

First, many prior studies have attempted to assess how much debt represents a “burden” to 
the average borrower. Unfortunately, little consensus has been reached on this topic: ana- 
lysts have suggested that as low as 4 percent to as much as 1 0 percent of post-graduation 
earnings represent the threshold for student loan debt. In other words, debt totaling more 
than these percentages is believed to be a burden on students.that will negatively impact 
their ability to purchase a home or a car, pursue public service or other lower-paying ca- ' 
• ,reers, or even have children. But how much debt is “manageable” can vary widely for 
students, depending on their individual circumstances. 

Second, these studies have concentrated on borrowing that took place during the 1980s, 
when overall borrowing trends began to increase substantially, but at a more predictable 
rate than in the 1990s. However, none of these studies has examined the significant changes 
that have taken place recently in student loan programs and their effects on borrowing. 

. Furthermore, past reports have lacked a firm grasp of the public’s comprehension of bor- 
rowing for college. Important questions such as “how does the American family perceive 
the current loan system and the effects of recent programmatic changes?” and “what is 
their ability to shoulder the burdens that increased borrowing entails?” have largely re- 
mained unasked and unanswered. 

To assess the current status of borrowing to pay for college on a national level, The Educa- 
tion Resources Institute (TERI) of Boston, in cooperation with The Institute for Higher Edu- 
cation Policy in Washington, DC, has prepared this comprehensive summary report of 
research findings. Several distinct approaches are presented in our report to offer a com- 
plete picture of college debt and the American family. First, we present the most recent 
data available from the U.S: Department of Education on national college borrowing trends. 
The analysis focuses on trends in the 1990s, and includes the most current estimates of 
1995 borrowing levels and projections of student borrowing to the end of the decade. In 
addition, our analysis includes data on the characteristics of those taking out student loans, 
based on information gathered from the 1990 and 1993 National Postsecondary Student 
Aid Study (NPSAS). 



2 



o 




14 






College Debt and the American Family 



We also offer the results of a nationally representative survey of undergraduate students 
and families who borrow to finance their college education. This survey, conducted in July 
of 1 995, was designed to assess the impact of student loan debt on family attitudes about 
college, major financial decisions, and the possible future ramifications of debt burden. 
The survey sample was drawn from a database of approximately 5.5 million college stu- 
dents representing over 1,100 colleges and universities. Represented schools include 
both public and private institutions, large and small, located throughout the United States. 
A total of 373 adults from 45 states participated in the survey, which has a margin of error of 
+/- 5 percent. 

Profiles of student and family borrowers round out this report on college loan debt. These 
borrowers, who all currently have loans through TERI to pay for their education, were inter- 
viewed at length to further illustrate how borrowing impacts American families in their pur- 
suit of postsecondary education. A profile is found at the end of each section of the report. 

The combination of national data, survey responses, and profiles presents for the first time 
a complete picture of the situation facing students and families-both now and in the near 
future-as they attempt to finance what has become one of the most important pieces of the 
American Dream: a college education. 
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Family Debt Profile #1 : 
The Lee Family* 



“We will do anything for our son. This year, in order to 
make the payments on the student loans, we will cut 
back on groceries, my wife will start carpooling to work, 
and I’ll put off buying a truck I need for my business 



The Lee family includes two parents and a son, John, who attends a culinary school in 
New England. Both parents work: the father, 54, is a plumber and the mother, 48, is a 
physical therapist. The annual family income is approximately $54,000. Their annual 
student loan payments exceed $9,000, a monthly total of $766. 

This is a hard-working family that strongly believes in the value of higher education, yet 
finds paying for their only child’s education an extreme hardship. They sacrifice so that 
their son can earn a higher income than he could without this education. They will “eat 
less, spend more time commuting, and incur lost business” in order for their son to get 
ahead, according to Mr. Lee. 

The family is paying for John’s education with loans, credit cards, and “whatever we 
can get our hands on,” Mrs. Lee says. Recently, John raised the issue of leaving school 
rather than having his father work at two jobs and seriously risk his health. 

The family is concerned about the effect of so much debt on their future. “How do they 
expect me to save for retirement?” Mr. Lee wonders. Default is also of great concern. 
They believe that people want to repay student loans, but they are often unable to do 
so. They worry about “being forced to default on all or some” of the $20,000-$30,000 in 
student loans, even though they “take pride in being hard working, honest, credit-wor- 
thy people.” 



* Names have been changed to protect the privacy of the families and students pro- 
filed. 
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COLLEGE DEBT AND 
THE AMERICAN FAMI LY: 
NATIONAL DATA 



For many Americans, borrowing to pay for a college education Js seen as an investment in 
their future and the potential success that awaits them on the other side of the ivy walls. 
However, the investment needed fora college education is not small, and. many students 
arid families have to look beyond their own limited resources for help in paying for college. 
Since the mid-1960s, the federal government has been the major provider of such assis- 
tance.. Student aid, programs, which began with small budgets and served a limited num- 
ber of students, have blossomed into a sizable investment that helps, in one way or an- 
other, approximately 43 percent of the 16 million students currently pursuing postsecond- 
ary education. • 



Though student loans have always been a substantial component in the array of aid pro- 
grams that the federal government offers, several factors have converged recently to in- 
crease the prominence of borrowing to pay for college. Most significantly, student loan 
opportunities have increased over the years as programs have been created, expanded, 
and redefined to allow more students to borrow greater amounts. As both financial and 
political support for grant aid. has eroded, support for student borrowing has remained 
strong. In addition, with the escalation of college costs-from 1981 to 1994 costs of atten- 
dance at private and public universities rose by 203 percent and 153 percent, respectively- 
-students and families have had a greater need for loans. The most recent data show that 
American families have readily taken advantage of increased borrowing opportunities and 
are assuming record levels of debt. ■ - 



The situation currently facing student and family . borrowers can be. summed up in four 
words: an explosion in borrowing. Since the inception of the Federal Family Education 
Loan (FFEL) program in 1965, the program has swelled to mbre than $205 billion in cumu- 
lative volume in 1995. 1 Overall, loan volume has grown steadily from the $73 million in 
original loans issued in 1965. More striking, however,, is the fact that the dollar amount of 






